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by Loughlin F. McHugh and Bernard Becklor <%

Residential Construction Activity and
F inancing

DEMD for housing scoommodations has been & mnjor
axpansionary factor in postwar markets, affecting not only
new construction aativity and the market for existing housing
but also the production of durvble consumer gooda such as
applinneas and furnishings nesdad te equip the newly formed
households. This housing demand has besn supported by
the lar%?jaum of liquid savings accumulated during the war,
tg' the kigh and sustained voluma of real incoms enrned iz
@ twar period, and by the avnilability of investment
on favornble terms. L .

The value of nsw nonfsrm residentinl construction put in
plece in 1953 in estimatad &t $11.7 billion, up somewhat more
than & percent from 1962 snd sbout 7 percent below the
1960 peak. Ower tha whulwoatwa.r erind from the end
of 1945 to 1953, approximaisly $7¢ Wllion, or 2n nvernge
of 502 hillion & wyesr, hos besn spent on comstruction of
privately owned Tnonform dwelling units—roughly half of
the total value of new private conetruction activity over the
period. A4 may be seen from the chart, new residential
unita started in 1853 are currently lower than s year tﬁn
following an unusually rapid start for the year during the
open winter. The total for the yesr, however, is sxpected
to exceed 1 reillion unite—about the spms ns in 19562,

In terms# of new upits, the 8 million conatracied astnce
World War IT is 1.6 million Ereatar thon the number buile
in the compareble period of building baom of the mventics.
In terms of volume of outloys adjwsted for price changes,
hewavar, the more recent aotivity was somewhat lower than
m the entlier pericd, the difference primarily reflecting the

er nvernge size of the units built since World War IT.

.Factors in the Postwar Housing Market

" Houzing conetraction in the postwor period reflected the
combined influence of &4 number of importent stimulati
inctors. Over the greater park of the two decndss whi
followed the housing boom of the twenties, effective demand
for naw housing wea grutiy restricted, fivat by ths cg'lc]icﬂ}j’
low imcomes prevailing during the thirtiez and later by
(Rorernment restrictions during the war peried.

High incomes and more households

With renl as well aa money ineoms rising sharply during
the wor years nnd with liﬂuld respurcez being stendily ac-
crmulated by individunls urin§ that l'fmod o loyge effng-
tive demond existed at cthe end of World War . Generally
riaing incomes sincy 1946, moreover, provided further
stimulus to hy demand, )

Daing this period, sh exceptionally high rate of housa-
diold formation was muintained. The increase in the num-
her of nonfarm houssholds hes approximated or exceeded 1
million units in every yesr from L97 through 1952, with the
average annuel rate of increzse about 14 million wnits in the
1947-50 peried and 1 million unita in the mors recent poriad.
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Upgrading of demand

The grenter-thap-normal incrense in houssholds over this
period fo e coneiderabie extent reflected the ‘undoubling®
of many families forced to live with relatives. or friends, or
otharwise shere existing secommodations, due to the housing
shortage in the war and sarly postwar period. This influence
ecepunted for the setting up of from 200 thoussnd to 300
thousend new huuﬂakaepinﬁ unity é:er ¥ear in the period
from 1947 through 1951, RBeoent Consun Burceu estimates

Private Nonfarm Housing Starts

Starts through Ockebar this yeor were equal to }h-
corresponding 1952 period, but recent monkhs ;
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A pignificant feature of the more redent hovsing market

Appeata £0 have been a modest trend toward somewhat

larger apace in new housing. The” continued’ improve-
men} ik income over the postwar years apd the- th of
familica in the younger age groups coupled with the greater
availability of housing bmugxt many individuals into tha
morket for more adeguate. dwellings or induced them 1o
make substantial cutlnys for ndditions and- alteratione. i

. .
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The change in the more rscemi period i9 revealed o sta-
tistiss on pew housing finaneed with FHA-insured mortgnges
{under sec. 203 of the Nationsl Housing Act):
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Of thesa, 62 pereant had five or mora rooms in 1952 compared
with 56 percent in 1851, while those with three or more bed-
rooms rose from 46 percent in 1051 to 5% percent in 1952,
The tendeney to larger FHA-insured housing is also revealed
by the dute on floor arens which rose approcinbly alter 1950,
Li i oot known to whot extent the trends rovenled by the
FHA -dato are representative of the remainder of the new
housing market, although related information suggests up-
grading in resent yenrs has boan fairly genoral.

A few points with respect to the influence of this factor in
the new honsing market are worth noting. Relatively fow
homa owners feel that the house they purchass hie all the
desirabla features which they would wizh it to have, par-
ticulerly when fomnily veeds as well os incomes are rising,

The recent increase in the tverage size of families with
chi]dre::;ﬂ is illldicntiva ]uf anch n&adﬁab For a:lrﬂnmpla,:fhu 2=
capbo arge early postwar ¥ population is now
entuin%]&a school age group in large numbers, & develop-
ment which would possibly lughlight the nced of more living
spnp:& on the poart of those who bought early in the postwar
period.

This need for more space is also operative for familiea
which heva resently edded o sscond prascliool.child. . Of the
15 million Zamilies with children in 1949, approximately 3
million g1 one-fifth, had two or more ohildren under the age
of six, In 1952, ihe latest date for which such information
in prnilable, almost one-fourth of 16.5 million femilies with
children had twa or mats p ol children.

Thase nesds would, however, be ineffsctive i tarma of
mavket demand unless finaneial conditions wers favorgbla,
Such reguiraments are most effective vnder conditions of
rising ncomes sueh pa prevailed in recent yeara; to a lnx
extent this demand is of & type which er less favorabls
conditions could be postponed unill economic conditions
warrented the added expense. In this sense the current
housing market iz ]:t-rarha.pﬂ mora sensitive to chunge ¢hon it
waa earlier in the building boom when the backlog of de-
mapnd built up through the period of low remidential construc-
Eun activity was o major alement in the totol demand for

oueing.

A aiﬁniﬁcant proportion of new construetion activity in
recent yenrs hos taken the form of major alterations or addi-
tiona to existing houses. In substantial degree o ex-

enditurss also represent en improvemeat of Oving quertery
Eui]t- in tha recent peripd, although major salterations of
older structures are an important factor,

Mortgage financing relatively favorable

Qvar the preater part of the pestwar period the demand for
housing faciitiezs wna made efiective to the extent enilier
described by the ready avsilability of m ge credit,
favorable repayment ferms, snd relatively low interest
charges. Probobly the most conapicuous new postwar de-
veloprent in morigage financing was the introduction of
loans covered in substantinl part by Veterane’ Administiration

grantas. The primary appeal of those mortgages from

& borrower's point of view atemmed from the low initis]
cash outla uired—fraquently with no downpeymont—
and the reletively long maturity schedulss which were often
as long as 25 years or more {lable 1). For the lender, the

-pryment reguived
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mcipn.l attraction was the vash guarantee feature of the
. The FHA insured Joan which wes introduced in the
mid-thirties wus, of course, aleo nvaileble in the postwor
Plnrriod. Terms of .ﬂnnncin.gl;}n such loens have also been
pbarnlized sinca the end of WAT,

These Government-underwritten mor —VA #nd
FHA—had their grentest relotive influence in 1947 when
they nceounted for 36 percent of new loans made ; the prawar
Ern]mr’r.mn was onefifth (FHA loans only). Conventional

have incrensed 2s a proportion of the total since 1947,
New FHA ond YA loans at the present time npproximots
one-fourth of the total, with the actual volume of guarnnteed
or inaured funds only aiight]}' helow the peak reached in 1950,

Tabls 1 presents distributions of mortgagea outatanding
by downpoyment statue and length of term of mortgoge for l

Table l~=Dwwhnpaymenta and Terme on O'n.uundi. Murigeges,

by Tﬁ“ of Finapelong for Noolrm Single Family, woerAlccms
pied Mortgaped Propertices, 1950
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the thres different types of lonns, As may be seen, ons-third
of oll VA mertguges putatanding in 1950 required 1o down-
poyment compared with a proportion of 1 in 10 for conven-
tionnl loana. - At tha other extrems, 34 percent of the users
of conventional type finsncing }mu:[ mora than 40 percont
down, whereas only § percent of the VA loans ware in this
category. The buyer using FHA-ipsured borrowing waa, for
the most part, in an intermediate position between the cone
ventional and VA . Ibmuoy be noted shat s large
proportion of the group of FHA mortgages with no down-
waa composed of borrowers wha ware

until - the lstter part of 1950, pennitted to take VA second

mortgnges.
With regord to maturities on mortgages tinted in 1950
or earlier, the contrast between conventionsl and Govern-

rent-undarwritten is Likewise striking, with longer terms
clearly predominating in the latter type loans. It would
appenr that for conventional lonns thers has been litkle change
in maturity terms sinee prawor,

Regulation X

Since 1950, the conditivna of horrowing have changed, In

od port this raflected the imposition of Regulation X con-

L of mortgage lending in late 196(¢ aa part of & mﬂm&m&rﬂl
credit control prograns initiated afier the outhreak of Korean
hostilities, Thi ition shorfensd maturities and raised
downpayment requirements—ihe latter influence being the
mors imporéout aspect of controls, Wherens in the spring of
1950-—befors the n_conflict—aver 40 percent of vet-
erons’ Eurchn.ml with YA loans were mnde with no downpay-
ment, by May 1952 this proportion wes lesa than 5 pavcent.
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On loans which involved some downpayment prior to the
controls, Regulation X raised the cequired percentage of cash
by about & percentage points on VA morigages angleb}f pos-
gibly on egual amount-on non-¥4 lonns. At the sama fime
muoturity schedules were reduced, with the maximum term
gonerally held to 26 years on lower priced hovses and 20 years
on other ecommodations.

_ That Begulntion X was not, however, the only new feetor
in the moréyage market is clear from VA statistics for the
period since the removal of Regulation X, “No-downpay-
ment” loans have increased slightly, but they ave far less
influentinl than in 1950. VA 100-percent lonns currently
aceounc for about 7 pereent of total plirehazes mode under tha

rogram. At bhe sume time nverage downpayments on VA
onns where some cash is required sre slmost as high s thoss
prevailing under Ragulation X '

Recent money market developments
The basic factor in explaining the more recent develap-

" ments would seem to be found 1n the changes which have

taken place in the %aﬂr'wm] money market, principally changes
in Interest rates. ng-tarm interest rates in the oorly posi-
wat period 1ose somewbat frem & low wartime level, GD'ith
moet, of the principal institutjons heavily invested in relatively
low interest-bearing assets and seeking higher-vield invest-
ments, the flow of funds to the mortgage morket was v
substantial. Given the interest rate strueture and the stondy
substantial Oow into long-term snving, even the 4 percent
VA and 4Y percent FHA wor were gbbroctive,

Ag may be seen from table 2, lang-term interest rates nnder-
went little net movement in the 194550 period with the re-
sult that the fixed rates estoblished on government-ubdes
written mortgages romained relatively satisfnctory to finans
cial institutions (particularly in the light of the incrensed flow
of savinge in the Iattar part of the pariod). Even in the reln-
tivaly stable long-tertn money market which pravailed in
1945850, support for VA loane was extended on a subsiantiol
scale by the Federal National Mor Asgoriation (“Fanny
Magy*) which over the period increased its holdings of VA
loans by $1.2 billion. k

Beginning in 1951, howevar, Inng-term interest reies in-
creased and after o period of temporary easing in carly 1952,
again moved upward. Thus, by mid-1853 yiclds on govern-
ment bonds stood st 3.1 percent compared with 4 2_35 percent
avernge in the 1948-50 period ; over the same peried, corpo-
rata hond vislds rose from 3.0 to 3.6 percant. '

TUnder these circutnstances, the prevailing tendency among
fingncind institutions was to shift the emphosis in partfolio
policies from VA and FHA mor lonns swith rigidpi?:utrm-est-
rates to conventiona] mortgages and othei investments which
reflected the rising interest trend. At the snme time, sup~
port activity of the Fodornl Nationsl Mortgage Association
wis sharply curtailed. Gmmnt.clly, thie agehey's remaining
funds are largely earmarked for defense housing necda.

VA-FHA interess mmli increased

Eoily this year maximum contract intereat on YA ond
lonns was raized by X pgreent and ¥ @ment. Iespec-
tively, and disenunt charges on FHA and VA laans wore
explicitly authorized after Juna 30 by Congressionsl ection.
The mere recent movement of long-term rates o the open
market hine nleo servad to ense the market for VA and FHA
loans. From a high of 3.3 percent in the early summer
monthe, the yicld an the 3} pevcent—34 yoms-Federal bond
jeaued Lest April has fallen to 3.0 curmently. This market
change serves Lo make povernment-underwritten mortgnges
somewhet move sblractive to lenders. :
There ig, however, sonte lag in the madet renetion to thess
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yield choanges. This is in part dus to eaution in the monay
market basod on considerations of the permansney of the
chonge, nud in part due to o still considerable “ovorhang’ of
mortgags losns already mnde on the 4 percent-4) percent

In assessing the demand for government-underwritien
mortgages in the nenr-term, it is of inlevest to note the
potential veteran populaéion which may seek housing under
the VA program. For World War IT vetorans, the low now
suthorizes VA-type ﬁunnciuﬁ' unlil mid-1957. Up lo the
E'}eaenla time, roughly one-fifth of the 15 million voterans of

arld Wul_t[ have exereised their right to VA-guarpnteed
loens. While many of the remsinder will undoubtedly not
utilize their option, either becpuse they are already sottled
m mt.iafmtorly gquprbers v becnuzs of Ainnncisl eiroumstances,
the potentinl veteran market for new or improved housing
sccommudations appears still to be substentinl. It may nlso
be noted that turnover in armed services personnel is addin
to the voteran population. Thua fay, the poat-Wiorld War T
veterans whe ove eligible for VA fAinoncing {those in service
dq{ii_ng the Korenn crevrgency) number approximately 1%
million, .

On_the basis of postwar houge purchases by exgervicemen
s indiented by the 195G housing cengus, it appenrs that this
demand for housing centered in the inierimediate price
yongs, rom $8,000 to $12,000, with nonveterans purchasing
somewhat lacger praportions of houses which sold for less
than $6,300 or for more than §12,060.

Dieht Status of Home Ownera

The lerge volume of residentinl construction lor owner-
ocoupaney purchased in the postwar period brought with it
W: inerense M the mor irutebtednese of mdividuals.
ortgage debt on 1-4 family nenferm homes is carrently
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estimated at uﬁprpr:im_tely $65 billion, rqﬂg'emnt.ing an
incrense of 26.8 hillion thiz year, snd of $46 billion since the
end of World War II.
. As tahla 3 brings ouf, the postwnr incrense in dobt has
been largely channeled to institutional lendevs, which at the
prezent Lime hold approximotely four-fifths of the total dabt
outstending. Ié may be noted, moreover, thai the dabt is
almost equolly divided between Government-uwnderwritton -
and conventional morigages, whersns befora the war prac-
ticolly nine-tenths of the debt wias nsicther insured nor
gunranteod,

In view of the ropid postwoar 1ise in debt, conziderablo



18 ' SURVEY OF CURRENT BUSINESS

attention bns been paid in recent years to the guestion of
its burdensome nspects and the denger that individuats may
becoms so overloaded with long-term conirantusl pa,dymanbe
tﬁ&n.tr t-ﬂ%ﬁ consumer market penerally may be adversely
aleched.

Aggregate relationships

Thesa questions wers discussad at some langth m the April
issue of the Sunvey, whers to data were used o
sualyze both the morignge and the shori-term oredit picture

Ownership and Morlgage Status of
Occupied Nonfarm Dwaellings
A pranounced rend to home ownership has
fsatured the long-term growth in housing
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of individunls. The overall mor situation has nos
changed greatly since that time. It wao peinted oub thot
while the postwar riss in debt was excepiionally rapid, the

was ipfluenced to a considerable exient by special
}Mtom, notebly the heavy baeklog of heusing demand secu-
mulnted from the depressicn period and years of wartime
restrigtions. "This peat-up housing demund wos made
effectiva by the etly improved financiol ition of
individuals and the availability of favorable loan cing in
the postwar period.

* imcurs relative to his debi nod income.

Decombar 1903

‘Tha secompanying chert llustrates one aspect of the posi-
war picture. Over the long-term, there hos besn n pro-
nounced tendenay toward homa-ownership in preference to
rental accommodations. ﬁ.tl.]?maernt- 2%% million units, or 57
pervent of all w%ed nonfarm dwellings, are owned by
Eheir socupants, is compares with the pravious peaes-
time high of somewhat under 50 percent reached in the Inie
twenbies. Az may be seon in the chart, the preportion in
1940 wes approximately 40 parcent, n relatively low figure
which reflected the impaot of the depression of the thirkies
when the trend o home ownarshlgwaa temporanly raversed.

With mmprovements being in the morigrge market
mechanism, and willingness of the population to assume
debt on the increase, there wns a similay long-term upward
tendeney in the uss of mo debt. This tendency was
also intesTupted in the preat depression and later by wortime
eonditions which restrigted hause building snd consequentl
new loans, while existing home owners ware obla to pay o

o substaniial number of thess sutstanding mor:ﬁ:ges. In.
propor-

viaw of lonp-term treads, it is noteworthy that

tion of mortgaped homes ab present—id percent of ownar-
cccupied unite—is no higher thon prewsr and probably not
gveatly diffstent from thab of the late twenties. )

Qutstanding mor debé currently is eug.ﬂw!ant in
amount to approximately ohe-fourth of disposable peraonal
income. This eompnres with o ratio of 23 percent just prior
to Warld War IT and &t the end of 1928, and a slightly lower
ratie in the midtwanties.

The equity of owners in their home investments, more-
over, compares rather favorably with prewsr. This is in
part 4 reflection of the rise in honsing values associnted with
the infationary conditivns of the postwar pariod. For houss
purchasers who bought in the esrly postwar period, nn
appracinble porticn of their mor hns nlready been
repaid since practically all postwor lonos hove besn on n
fully amortized basia. Moreover, 4 sizoble portion of the
movs recent mortgngs indebtadness wns incurred vader the
more resirtctive Regulation X mortgaga terms which required
larger dewnpoyments snd shortor maturities.

It ia roughly estimnted that in early 1083 the equity in
wortgaged homes amoumted to about 55 percens of the
market valua of the residences—about the same proportion
as 0 1950, alightly higher than the similar ratio in 1940, and
again about equal to the proportion in the twenties,

Service charges related to debt and income

A major consideration in assaying the burden of mortgage
debt iz the eontrictunl servicing which tha debtor
the April Survey,
use woe made of o total "repsymenia” series derved from
changos in outstanding debt nnd new loans made durin
given periods. In fmmﬂ this mathod auﬁeaml that recen
repayments were little, if any, higher relative io income
than in the lats twentizs.

Tt iz of interest to compoye typionl terms of finoncing ab
various periods of time. The loHlowing eummary would

& to typify the terms thef prevoiled mn the lats twantios
sﬁﬁ thosa £h§ Ara ﬂummnn%odzy:

Fox Weld War ¥

L Twomdint VA  Comcoiimad
Amortization feabirs:
Fullgaamnrt-iud (poreant). ... .. 40 100 10
Portially or not amertized (percent) .. a0 B 4
Down ent:
to amount of A oo oo % Yo =4
Maturity on amortised loan:
I Yﬂ:”_t_a"“:ﬁ“t ................... =15 20-25 1013
terest rete on first tuorbgasa:
Percent por annum._ ... .. .ooo.o. 6-7  4-dld gl
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It should ba remembered that thess Agures apply to mort-
nged residences, which cwrently ropresent somewhat lesa
half the total number of ownar-oceupiad units, roughly
the same proportion as in tha later bwenties, The major
change indicated by thess fipures ja the decline in importance
of the nonamortized lonn.  Eeguler payments of principnl
ara typically required at the present time on slmost all loans,
wherees in the earlier peried either unamortized or culy
paortially amortized mortgages wera pravalent.

In this conmection it amight be noted that the current
practice of amortizing mortgnge dobt 12 more entisinciory in
that practically oll debtors have been building up i
housing equities through regular
wheresa In the earlier pericd many mor
full mortgage until repayment wos call
adverse financial circamstiances,

Tahie F=Ountsinndiog Moﬁm Debt o T4 Family Nonfarm
: o
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Based on the summary, it is also posaible to slketch ro
Lo mpact of Whe chasging tanns on the drount ﬁf:lgmuifug’{
ann cipal end interes per of honsi
values, ngnh n calculniion suggests that these sharges cur-
rently would amount to en avernge of $6.50 par hundred for
conventional loans, somewhat higher than in the twenties if
po sllowsnea is made for paying off the partially amortized
or not amortized leens. The assumption ihat svch Jesns
Wele unlly reduced, even over a period much more
ox ad thon in present-day leans, would makea churges on
conventional loans up{;\m&n:gatalf e;:lluul in the two periods.

The ratio of annual principel and interesi paid per 3100
of the purchase price of VA finnnced properties would ba
lower, avound $¢ per $100. FHA.type mortgages would
typicolly fall in an intermediste range closer to the VA
borrower than §o the uear of eonventionol funds.

These are, of course, typicol examples; they do not take
into account the many peseible voriations in 1mpact among
differant proups.. For example, to the extent that ensier
finnncing conditions in the postwoer pericd have brought
lower income groups into the bome-owning cahago , the
picturs shown above may tend (o undersiate the u;ﬁun of
these fixed outlays on these individunals,

No account is taken, moveover, of changea in other fixed
outlays aszovieted with home-cwmership, such ns renl ealata
taxes and insurance. It may be noted that on FHA-insured
Hor , thess pther expenses were reported te ba about
one-foulth of total fixed requirements in 1850, approximntely
the snme ratio as in 1940,

paymenta on principal,
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No data ore svailable or the changes over time in the real
income of the me homa owner.  If, howewar, B can ba
nsaumed that ha has fared 2s well oz the nverape household
haod, it is clenr that s for as today’s anouval repayment of
principal and intersat chnr%i;;s concorned, such chorpea
congtitute & amaller relative drain on ineoms thon in the lata
twenties. Measured in 1952 dollars, real income per howse-
hold has ingressed from $4,330 in 1929 to $5,215 currently.

Croas Section Yiew

One of the striking features revealed by the census study
of hovsing in 1950 waa the recont origin of most of the mort-
gage debt then ontstanding. Four out of five nonfarm mort-
gaged properties In 1950 were under mortzugs conbreots
mada or assumed sines 1945. Thesa morty acoonnted
for about 90 percent of outstanding debt. Since only one-
fourth of the nonfzrm morigage propertics existing in 1950
wers reported to have boen built in the postwar period, ik
would appear that & very sizable proportion of homesa
in existence in 1945 underwent at lsast one chnngs in mort-
goge status, sither through refinancing or sals, from 1046 to
1950. And since such trangections typicslly involved an
incresge in size of losps, it is evident that refinancing of
exigting struetures was one of the major factors in the post-
war risa of morigage debt. .

Thus he bulk of the debt was incurred in the postwar
poriod—under ¢onditiong jn which repl estate pricar wers
much aborve those which had prevailed previously, With
the availability of finnncigl data gathored from the 1950
census, eonsiderable additional knowledee has baen added
on the relation of mortgage debt to varioua significant
ecopornic variablas. Some highliohts of these dats are pre-
gsented in tables 4 to 7 and ave briefly reviewad helow,

Equity in homes

Although the great majority of home me in exist-
ence in 1950 were of relotively rocent origin, a larze equity
in mortraged homes kod besn accumulated l;y that tims, a8
indicnted by the madian ratios of ontetanding debt to market
valua ehown in takla 4.

Far the onc-hnlf of housey which had mortrages, ihe
nedisn percent ¢f debt to velue-of-houwse was 35 percent;

Table 4.~Cutatanding Debt ae n Fercenk of Market Yalue, by Typa
of Fimopnelng for Noofsrm Singla Family, Cwner-Dooopled
Mortgaped Fropertles, 1050
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Bodres: T, 4. Departmemt of Codioicres, Bureay of the Croxae.

in other words, one-half of thess households hed an equi
of €4 percent or more in their homes. However, mughg
onae in nine unita carried mortgoges equal to nt least 50 per-
cant of market value, and hence hed equity of less than 20
percent (nghi-hand eection of table).

Tahle £ highlighiz the difference betwean deblors with
conventicnal type nortgagors and others. Whereas half of
the formar cutstending debt which represented 27
cent or mors of valus, half of the FHA mortgogors hnd
debts equal to §2 perceat or more of value, and of VA



morkgagors hnd debta of 7¢ poreent or more. Howevar, less
than one-fourth of the FHA nnd YA debtors had debt-value
ratioa ag low es 20 parcent. .

_Among owners with VA or FHA morteogoes, relaiively
high debt cases wore concontraied among owners of lower
an<l medivm price houses, As indiented below, these s
trpically lower income families, and hence can leasy aford
seTI00s ceonomic reverses. On the other hand, these familics
generally made use of the mors liberal financing torme nvail-
able in the posiwnr pericd nnd hience had relativaly lower
gervicing charges in velation to their debt. Ii is also well

Tallu 5.—DulatumlluF Dbt and Mumber of Mortpaged Propertics,
by Income Groups for Noufarm Single Family, Owner-Occupisd
Morgazed Propertics, 1950 1
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known that in eny genernd softening of rea} ssinte prices,
the lower price houses tend o hold up better than those in
tha vpper imelets. '

Debt-income ratios

Fyom table 5 it is ovident that ibhe bulk of mortgage debt
is owed by indium and upper ingomie groups.  Ovar half of
il mortgaged property owners in 1950 were in the $3,000-
$G,000 before-tax income group, and these debiors owed
approximately 56 percont of the debt. An edditional 25
poreent. of the debt was owed by owners who enrned mora
than §6,000 in 1%4% and who representod. one-fifth of all
morigage debtore. At the other ond of the seals, one-fifth
of the g'uhh was owed by the less-tinn-§3,000 incoma group,
which in terms of numbers constituted 27 percent of all
mortzagors. The velatively low average indebtedness of
this group reflects for the most port n gencrnlly lower lonn

Tahbl: . —Principol and Inlecest Payrmenla as & Pereent of Ineomes,

Tncome Groups for Mowlarm Sipgle Famnily, Qwner-Oogupled
Maorigaged Properties, 19301
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valua (or theiv %'opart.im. due in part to the age of the strue-
tures and possibly alst to the ihcome statue of tha oecepants.
It wonld n.%penr n general that the praporiion of mortgage
debt owed by lower income familiea 1s somewhnt larger
the proportisnate volume of income flowing to theze groups.
In analyzing indebtednesa and related information in terms
of incomo distribubions, several important qualificotions
should bo noted.  First, pnet income studiss have shown that

December 1053

when the distiibutions are based on income g8 reported to
enumerators, there wos o general tendensy to wndersiats
income carmed. Hence the figures eited above and those
which follow probably {ond to overztate the incidenee of
indebiedness on bousaholds, - . .

Secondly, when income is reported for a given time pariod,
sich as tha yeor 1949 which wos vsed in the 1950 census
tabulations, the relative imc]i-lurtruma of lower income groups
is ovargtntad to the extant chat the carnar mey have workad
a part year, snd his eprnings do not therefors reflect tnnual
rates of pay, A young persen gra.dunt-mi from -school in
June, finding a job and setting up his own househeld, would
ba a cage in point.

Finally 1t appenra thet for s substantial mumber of low
imeoma families, such ns thogs headed by a retired person,
income alene is not an rdequnte messure of relative enonomic
position sinee sush units may and often do plan to mals ves
of acoumulated nesets,

Servicing requirements

The relative ense or difficulty with which dabt is serviced
depends for the mostk part on the celation of servicing charges
{principal snd interest) to income. Table G shaws the per-
cent of mervice charges relative o income by imcome oloss,

Tahle 7,—Frincipal and Intorest Payments an o Percent of Income,
by Typrs of Finonweing for Monfirm Slople Foamily, Owner-
Oecupled Mavtgaged Properties, 19501
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It indicates thal high ratios of service charge $o incoma are
concentroded among tho lower ineome groups. As just
indicated, this reflacts in pars the existence of n substantial
number of low Hxed-income families living on pensions nod
onnuities. Practically oll of the upper-income and almost sll
of ths middle-income groups paid service charges of less than
20 peroent of their incomes,

il income classes are based on pretax incomo, the
poattern of the distributions would nobl be significandy
Ghuncfed on an after-tox Imcoma basis, although ander-
stondably the proporiions would be vp somewhot el aiong
the Jina. Om the obher hand, the probable downwnrd biss
in reportad income tends, oy mentioned obove, t¢ ovarstate
thesa chorges relative to income.  If account is taken of the
%unm'u,!_.l 1pcrogsed incomes prevailing since 1949 (the year

or which income information was dettvad), the distribubion

would undoubtedly be more fnvorable thaw thet shown, in
the table, ot least for the 1950 debtor groups. TFor thosa
whe have sasumed their indsbledness sinse 1050, the situa-
tion is less elear, but in all probability the addition of this
group would not change appreciably the overall picture
outlined in table 6.

Almost 40 percent of mortgagors in 1950 wers committed
to service cherges smounting to less 10 percent of
hefore-tax ingome; at the other extrems about 1 unit cut of
£ with mortgage debt was required to poy -more than one-

{ Continusd on poge 28}
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}Jm actunl wnadjusted volues to the end were foken ns the
actors.

‘While thesa factors nllaw for changes due to perifodic vari-
ntions in demond, for recurring holidaye and the average
length of month, T do not in many ceses take full aceount
of the vorving incidence of the number of Saturdays and
Bundays in a specific month. A further adjustment waa
therefore made when statiztical testa or external evidence
found this faglor signifiennt. .

The statistical procedure used for this purpose was a
follows: The postwar months were segregated into 4 groups;
months hmin%h four Saturdays and Sundays—which was
considered ne the “standard” month, montha with 4 Batue-
dnyz and § Sundnys, months with § Saturdays end 4 Sundny=
and monthz with § Saturdaye nnd 5 Sundeys. The raticz o

the seasonally adjusted sales to the moving average of sales
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for eoch month were computed and examined for systematic
differonces between the four groups of months. :
The approximate offects of an extrn Saturday and/or
SBunday on the volume of sales or billings were measured by
setbing up functions in which X {or Y) equaled the difference
added to or subtracted from the ratio of the “standard™
month becouse of the substitution of an oxtra Ssluwrday
(Sundny) lor o week dey, nnd X 4T for an ndditional
Saturday sod Sunday. The vilues for X end Y derived by
“lense aquarcs” were then used to deterovine the number of
work dnys per month. In meny series tha values of X nnd Y
wers nob significantly different from zero, and no forcher
ndjustment of the sensonnlly adjusted datn woy made. In
othor enses, the sensonally adjusted totals woera corrected
to climinate varigtions due to changes im the number of
work doys, :

Residential Construction Activity and Financing

(Contined from page 2

hfth of its income 1o servicing charges {table ).  The latter
eroups would of eovrse be most vulnerable to any deterioria-
tion of ineome.  As has been pointed out, however, many of
these latior familics were low- but fxed-income recipients,
retired persons on sonutities end pensions whe would not be
a3 ¥ aflected by generally adverse economic conditions
b4 the population generally.

Table 7 presents, in the [eft panel, distributions of ol
conveniional FILA and VA mortpnges i:ry ratica of principal
and interest payments to income.  As may e seen in terms
of this ratie, FHA morigegore were typically in the more
favored position with almost holl the property owners s
logs than 10 percent of their incomes for prinoipal and
imterest payments while feswer thon 10 percent hnd payments
equaling or exceedling onefifth of their incomes.
gagors were found less frequently in the “under-10 pereent”
group and somewhat more frequently in fhe “over-20 per-
cent” claas. The highest proportion in' this latier category
wne found among conventional boreowers, one-filth of whom
munde prineipal and interest paymenls vepresenting 20 perecnt
or moie of their ineames,

The right-hand section of tabla 7 is indicative of the con-
ditiens in mortgage finonce in the 1949-50 periad ot the time
when, generally spenking, most [avorable tarms were grante:d.
Tt indicates the snbstantially higher proportions of sorvicing
charges to income for all types of ﬁnn.n-:;in%]. Since 1950 the
gituntion hos changsd, not nnly because of the higher incomes
being earned but becanse of the somewhot tighier conditions
introduced first with Regulation X snd Inter with the change
im interest rate patterns and the relative nvailability of
Government-underwritien and conventional loans, -

Summary

Although reecnt nonfarm houvsing starta were somewhat
bolow a year ago, they wera still at o rate of 1 million o year,
high by elmost any provious expericnce.  Tle average poste

“mtructure of demand. The more recent

nori-,

' war Lousing unit has been smuoller than crrewnr, reflecting in

pari the smaller postwar Family unit and, in part, n changal
e of ¢ nd. _ changes in family
compaosition, if maintained, would scem to indicate an appre-
ciable underlying demond for lorger accormmodations over
the nesr term—at lenst ns long ns economic conditions re-
main generally favernble. On the other hand, the major
backlog of demand carried over fram the prowar and war
periods has been largely filled and there has been some
modemtion in the growth of new houvssholds. Hence, prok:-
Ieniw of merketing will bz more important in determining
voluma,

Reviewing the ouistanding debt pictare, it daes not appoor ©
that the corrent volume of indebtedness would of itself be o
deterront to high level hoveing activity. Morigoge debt has
rigen preitly, but net unduly so when account 18 taken of
relevant economic considerntions, The large postwar in-
tronse was not surprising in view of avents in the thirtios and
aerly forties, ond the rising income and employment of the
postwar period. A part of the population may hoave undey-
trken more eontraetual obligations than s financial condi-
tien warvanted, but in the oversll pieture, thie sepment doses
net loom particularly lorge.

. Mortgage debt may be expected to inerense for some tima
in the near-term future. The rige may well be more moderate
than in tho recent prat and should present no major oifi-

cultics ns long as ii )8 primarily wsseciated with an increasing

stocl of dwelling units ond business continues nt an active

rife. The mortgage sitnation ia, however, one which

descrres eoveful considevation.  Although the debt buwilen

may nob appesr unduly heavy under present financial
gircumstonces, it could be greatly inerersed if incomes

decline. Insuch an svent not only would the housing murket

be diveetly affected, but the secondary cffects of ihe relatively

high fixed chmFes would probably be felt in other consaraa:

markets as well. :



